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Every season, teams throughout the world meet on the field of play. Each in pursuit of victory and

ultimately, to be the very best there is.

In every victory, attributes such as teamwork, experience, talent, commitment and training are

instrumental in the drive to success. On the following pages, we chose to highlight three other

attributes of a winning effort: strategy, leadership and performance. We tell of Stewart employees and

managers who exemplify these attributes. We tell how these efforts are moving Stewart toward

increased shareholder value and a magnificent customer experience. And as we look back on a

winning season in 2002, we look with confidence to a successful 2003,

ABOUT THE COMPANY

Stewart is a technology driven, strategically
competitive, global real estate information
company providing title insurance and related
services through more than 6,400 issuing
locations in the United States and several
international markets. Stewart delivers services
required by the real estate and mortgage
industries for settlement using e-commerce -
including title reports, flood determinations,

document preparation, property reports, back-

“ground checks and online property auctions.

Stewart also supplies post-closing services to
lenders, automated county clerk land records,
property and land ownership mapping, geo-

graphic information services for governmental

entities and expertise in tax-deferred exchanges.

FINANCIAL HIGHLIGHTS

2002 2001

Per share amounts:

Net earnings - diluted $ 530 § 298

BoOK Value ..o 27.84 22.16
Market price as

of December 31 21.39 19.75
Price range

High.... 22.50 22.25

LOW oo 15.05 15.80

Amounts in millions:

REVENUES.......veeeeireeteee ettt $ 1,779.7 $ 12716
INEE CATTINES <oeneeeieercre et eecreeeeeeseseeseesnane s snenaeenan 94.5 48.7
TOtA] ASSELS..uvereeererrrenirtrereierereeeree et s s s ensancsenas 842.3 677.9
Stockholders” equity ..o 493.6 394.5
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FELLOW SHAREHOLDERS, ASSOCIATES AND CUSTOMERS

From top down and bottom up we foster an attitude of integrity and character in the winning culture that permeates our
company. Our performance execution resulted in again making the prestigious Forbes Platinum 400 list of America’s best
performing big companies for 2002 — with the best increase in revenue in the last twelve months in the insurance segment.
In fact, Stewart topped the entire insurance industry for the second year in a row, enjoying the best five-year compound
annual earnings per share growth rate. Stewart was added to the Fortune 1000 in April 2002 and remains on Standard &

Poor’s SmallCap 600 Index. This was achieved by remaining focused on taking care of business and delivering on promises.

FINANCIAL SUMMARY  Stewart set records in every quarter in 2002 in revenues, earnings and earnings per share,
culminating in the best financial performance in our 110-year company history. Revenues in 2002 were $1.8 billion, net
profits were $94.5 million and net earnings were $5.30 per share. While much of this resulted from all-time high home sales
and refinance activity, also contributing were our industry-best growth in market share and increased production and

profitability from Stewart Mortgage Information — a unit providing the mortgage industry with a wide array of services.

GaMe pLAN  Our game plan is to continue growing market share and improving margins — viewing these as a marathon
rather than a sprint. We were pleased with the results of our reengineering of the company in 2000, helping us to deliver a
record financial performance in 2002. We strive to inform prospective investors about Stewart’s outstanding associates,

growing profitability and strong balance sheet.
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Macrcorm S. MoRrris

We will continue our international expansion, taking our multi-faceted expertise to countries around the world. From
title insurance in Mexico to land records modernization in Romania, Stewart enhances the benefits of property ownership.

Acquisitions remain an important part of the playbook and are not limited to title agencies. Our recent purchase of a
majority ownership in GlobeXplorer, an Internet provider of satellite images and aerial photography, provides significant
synergy to existing mapping and real estate information sales units within Stewart,

Stewart’s five-year technology plan looks to continue delivering world-class information technology solutions that
enhance the real estate transaction process. This technology empowers our customers to make them better informed and
more productive. Stewart released SureClose®, an electronic transaction management platform facilitating communication
in a real estate transaction. Parties to the transaction are able to track the closing process, receive electronic notification of
document delivery, scheduled and completed events and view documents prior to closing, 24 hours a day, seven days a
week. This Internet-based e-commerce site saves time, reduces expenses, streamlines the closing process, helps build solid

long-term business relations with our customers and makes home ownership more accessible.

OvutLook  Real estate remained robust in a flat economy n 2002. Following that trend, we enjoyed the highest number
~ of orders for any fourth quarter in our history. The outlook for 2003 is for strong sales and construction levels at just
slightly reduced levels from the prior year. Although Fannie Mae is forecasting a reduction in one-to-four family lending for

2003, that is based primarily on a reduction in refinance activity, a segment that yields lower revenues.
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STEWART MORRIs, JR.

Prospects for commercial real estate transaction volume are up with the backing of a terrorism insurance bill passed by
Congress and signed into law by President Bush. Our National Title Services group continues to deliver a growing pipeline
of pending commercial transactions. Growing global recognition of the value and need for title insurance bodes well for
ongoing international expansion, growth and profitability.

To our customers we promise to continue to provide magnificent service. Our goal is for consistent customer satisfaction to
be achieved by continuous improvement, use of best practices and training of our outstanding associates. We measure this by
a systematic sampling of our customers.

We have an outstanding team of talent at Stewart that benefits from the stellar guidance of a highly qualified board of
directors. To each associate and board member we extend our sincere appreciation.

And to our shareholders we deliver the promise to continue to execute in a manner of integrity and honesty. Stewart is

a team with quality associates, leadership and assets.

Htstrn S i uc)

Malcolm S. Morris Stewart Morrs, Jr.
Chairman of the Board and President and

Co-Chief Executive Officer Co-Chief Executive Officer
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Stewart Geo Technologies is an
end-to-end provider of geospatial
products and services such as
mapping, geographic information
systems (GIS) and consulting.
President and CEQ Kas Ebrahim
(center) works with Diana
Jackson and Brad Arshat to

direct the company.
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The 2001 strategic planning team set ambitious goals for the operating units to
examine and incorporate in their 2002 budgets. Rather than a long laundry list
of operation-level goals as done in previous years, the team set five broad
corporate goals and determined measurements to indicate progress. Inspired by
a call to “break down the walls” within Stewart, cross selling was the number
one 2002 goal. It called for a significant shift in corporate culture.

Australia is a prime target in Stewart's

CRross SELLING  Several Stewart companies have been developed to serve

international strategy. Housing loans are
50 percent of banks' lending, and

specific customer needs. For example, Stewart Mortgage Information (SMI) $AU165 billion in loans was written from

customers are primarily lenders and Stewart International focuses on customers

July 1, 2001 to June 30, 2002, Stewart

will work with the legal network to issue

located outside the United States. While both independent and affiliated title fitle insurance.

agencies use Stewart underwriters for their title insurance, neither group was
aware of the breadth and depth of all Stewart products and services. In the
new cross-selling environment, Stewart Title offices teamed with SMI, allowing
lender customers to order flood certificates when they placed title orders.
Stewart Order Entry is an online program enabling Stewart Title offices to
bring bundled SMI services to the lenders they work with every day -

creating new business opportunities, better customer service and more
business for SML

E-COMMERCE INTEGRATION  Another goal called for electronic commerce
integration with customers. Already a leader in offering lender services via
e-commerce, SMI products and services also are available through the new
Freddie Mac Loan Prospector® Web site. SMI subsidiary Online Documents
Inc. provides software and forms needed to execute an accurate and complete
loan origination package, including the outsource capability for XHTML
documents under the new Fannie Mae eMortgageDocs guidelines.

SurReCLOSE® ROLL OUT  Another e-commerce goal central to Stewart’s
strategy is the national roll out of SureClose, its transaction management

system that allows all parties - sellers and refinance customers, buyers, real
estate agents and brokers, builders, lenders, title companies and settlement

service providers - access to their real estate transaction through a secure,
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President Kent Weiand (left)
leads the team making Ultima
Corp. the nation's premier
provider of title plant software.
Ultima’s innovative TitleSearch
5.0 offers automated search
analysis. The Hardy, Arkansas,
company wes a late 2001
Stewart acquisition.

Stewart Title Insurance Company,
New York, was a major under-
writer on the 2002 sale of the fee
interest in the Empire State
Building. The notably complex
transaction speaks of the ability
of Stewart’s talented, high-guality
underwriting associates.

password-protected Web site. Following a two-year development period and a
successful beta test, as of the end of 2002 Stewart had installed more thban 100
active SureClose locations across the country. Beta testing is underway for
SureClose integration with the AIM® title production system, a crucial link to
providing a fully electronic transaction.

EXPAND NEW BUSINESS OPPORTUNITIES  Another Stewart goal led to
three significant acquisitions and two significant alliances. Stewart acquired
Ultima Corp., a premier title plant software developer-and supplier. Ultima’s
TitleSearch® product merged with Landata Title Plant for Windows®, with the
new TitleSearch 5.0 offering automated search analysis - a huge step toward
greater productivity. SMI acquired AMSauctions.com, a company specializing
in online auctions of bank-owned (REO) properties, and renamed it RealtyBid.
International. The company’s redesigned Web site at www.realtybid.com is a
cost-effective method for lenders to sell their foreclosure inventory and is
expanding its list of auction categories to include luxury homes, ranches and -
commercial, builder and developer properties listed by real estate professionals.

Two Landata subsidiaries merged to become Stewart Geo Technologies and
acquired GlobeXplorer, a geographic data integration and publishing company
furnishing online access to the world’s largest commercial library of geo-refer-
enced digital aerial imagery. Stewart will utilize GlobeXplorer’s warehousing
and networking technolbgy to provide more efficient Internet access to its real
estate data sources, including title and public records information, flood hazard
analyses and geographic information systems (GIS).

A strategic alliance with GMAC Real Estate™ brings greater exposure of
Stewart title insurance, escrow and closing services to more than 20,000 GMAC
sales associates working in 1,300 company-owned and franchised real estate
offices in North America. Stewart will develop title programs and closing
services, customized to meet the business needs of GMAC Real Estate
franchisees. Stewart also teamed with Rapattoni Corp., the nation’s leader in
management information software for real estate associations, to integrate the
two companies’ products and services. For instance, the agent-centric e-market-
ing tools offered by Stewart Realty Services now may be accessed-on the agents’
desktop via the Rapattoni Internet-based multiple listing system (MLS).
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Stewart Title of Washington

shows how implementing

T = i technology from a thorough

) - business plan is successful,

; based an arder count,

E profitability and market
share. President Rick

Weidenbach and Escrow
Manager Susan Weidenbach
pilot the enthusiastic office.
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The economic story of 2002 was the U.S. residential housing market. Powered
by historically low mortgage interest rates, the home sales engine ran flat-out.
Whether second generation immigrants buying a first home, apartment
dwellers cashing in on deductions for property taxes and mortgage interest, or
boomers seeking a better investment vehicle, buyers moved into 5.6 million
resale homes and nearly one million new homes last year.

A July 2002 study by HomeGain, an Internet provider of consumer real
estate services, determined that technology has given an added boost to the
national market. The Technology Factor: A Dynamic Boost for the Housing Market
concluded that increased media exposure for homes, homebuying efficiency,
industry productivity, and consumer time and cost savings - all brought on by
technology - have combined to make the real estate market more efficient and
increase home sales. The study said 81 percent of sellers surveyed used the
Internet for some portion of their home sale; 74 percent of buyers viewed
home listings online. Average days from listing to contract have dropped 40
percent because buyers use the Internet to shorten their home search. The
study also found that consumers using the Internet to learn about the home-
buying process and search property listings are more likely to go to closing.
Using the Web boosted their confidence level.

TrANSACTION MANAGEMENT  Consumers expect the same transparency
and instant access to information in the contract-to-closing portion of the real
estate transaction. Transaction management (TM) is an Internet-based service
allowing access to a real estate transaction via a secure, password-protected Web
site. SureClose is Stewart’s TM service, enabling 24x7 access to a transaction’s
status and documents by all the parties - sellers and refinance customers,
buyers, real estate agents and brokers, builders, lenders, title agencies and other
settlement service providers.

Following a two-year development period and a successful beta test, Stewart
announced the SureClose national release in November 2002. At that time 78
active locations were installed nationwide. The Title Report quoted Stephen
Bedikian, a real estate technology and e-business strategy consultant: “Stewart’s
announcement of SureClose is a sure sign that the industry is getting serious

Merrimack County Register Kathi L. Guay
(front right) risked angry abstractors and
attorneys when she changed to the Landata

LANDSCAN® document and recording system.
Her New Hampshire office now ensures greater
accuracy of property information and saves
taxpayers’ money.
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Executive Title converted its
108 users from another
underwriter's software 1o AlM
for Windows on Titlelogix in
only two months. President
and CEO Rich Yankowski cut
IT costs, increased income
and orders per person, and
grew the company 50 percent
over the last two years.

about transaction management. Stewart’s focus on its direct operations and
affiliates is also likely to lead to the successful product adoption that has so
far eluded other transaction management vendors.” Bedikian also said the
distinguishing feature of the second generation products is their integration
with legacy title production systems.

AIM INTEGRATION  Stewart is beta testing the updated AIM title production
system to integrate with SureClose - crucial to its ability to offer a seamless
contract-to-closing solution for its customers. As of early 2003, Stewart

has updated four Alpha-based and two Windows-based AIM systems for
SureClose integration. Stewart Title Services of Indiana was the first SureClose
site to upgrade its VAX AIM (Alpha) system. “It’s the integral piece to make
SureClose successful,” said CEO Steve Hargrove. “With SureClose, we give our
associates the tools they need to handle their workload and to be accountable
for their results.”

In December, Stewart Title of Washington in Seattle upgraded its AIM for
Windows to integrate with SureClose. A technology innovator, the office has
been a beta test site for SureClose, several versions of AIM, and the new
Stewart Order Entry. “We are in a very competitive, rate-driven market, and
we look to technology to make us more effective and productive,” said
President Rick Weidenbach. “Improving our systems enhances our ability to
be consistent with our service levels.”

For one affiliate, upgrading AIM for Windows to integrate with SureClose
will be an even easier task - since all of its computer services are housed in
Houston through the Titlelogix® managed service partner (MSP). An MSP
hosts, manages and delivers applications to users from an off-site, centralized
location, similar to an application service provider (ASP), and it also provides
access to bundled information technology (IT) services. “The Titlelogix team
and Landata work with (Stewart) Region D to solve problems and make things
happen,” said Rich Yankowski, president and CEQ, Executive Title Insurance
Services Inc. The company has 11 closing offices, an administration office and
a title plant located in Southwest Florida. With all offices accessing the same
information through Titlelogix, it’s a smoother operation and Yankowski has
improved its bottom line.

The San Francisco Clympic Club is
the oldest athletic club in the United
States, founded in 1860. Stewart's
National Title Services issued the
title insurance for the club's recent
renovation and expanded facilities.
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Stewart's Online Documents

Inc. provides eMortgageDocs

(SMARTDocs) meeting Fannie

Mae delivery requirements

and MISMO specifications.

President Joan Ingham

: (center), Shaun Cottingham

(left) and Joe Watters work to
offer a cost effective outsource

- solution for fenders.
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Nationat customers rely on
professionals such as
Senior Underwriter Rich
Blumenthal and Sandy
Hollenbeck, NTS Business
Development, to provide
special title and closing
expertise. Stewart was
lead underwriter on the
Millennium Four Seasons
Hotel & Residences in
San Francisco.

STEWART INFORMATION SERVICES CORPORATION




Each November, some 20,000 real estate professionals gather for the National
Association of Realtors® (NAR) Conference & Expo. They meet to network,
to determine policies, to be inspired, to exchange ideas and to learn. And for
the past four years, they have lined up by the thousands to take courses on
technology. They line up for classes on digital photography, on using a Palm
Pilot™, on Web page creation, on Microsoft® Outlook® and PowerPoint®, and
on creating online virtual home tours - classes sponsored by, presented by,
designed by and hosted by Stewart in the Technology Learning Center (TLC).

NAR TecHNoLogy LEARNING CENTER  Stewart provided 50 computers
and assisted with 22 classes for the first TLC, held at the 1999 NAR Conference.
Reaction from Realtors was very positive, and Stewart was asked to return with a
larger presence. From 2,200 students in 1999 to 5,700 students in 2002, the TLC
has grown in stature, with 75 classes now presented over the four-day conference.
In 2002, it took nearly 100 Stewart employees and managers, industry instructors
and vendor partners to handle the teaching, proctoring and room management
for the TLC. Setting up 230 computers in five rooms with the software required
for multiple courses is a huge endeavor in itself.

Why has Stewart made this extraordinary investment in presenting the TLC
classes? “We are providing Realtors with the hands-on training that is vital to
their success in today’s dynamic marketplace,” said Malcolm S. Morris, Stewart
chairman and co-CEO. Morris attends the NAR Conference and proctors in
several TLC sessions each year to personally assess the value to customers.
“The NAR Conference is Stewart’s single largest business development and
marketing program annually, offering us an unparalleled opportunity to expand
and secure preferential relationships with the residential Realtor community
nationwide,” he added. Stewart also spotlights its products and services at the
NAR trade show. Demonstrations of the SureClose transaction management
system drew great crowds to the booth, and Realtors went home seeing Stewart
as their partner in technology training and education.

NarionaL custoMeRs  That kind of individual and team effort is
duplicated every day across the Stewart enterprise. Stewart’s National Title
Services (NTS) division and National Legal Department work hand-in-hand

Stewart highlights its products

and services to the 20,000
Realtors® who attend the annual
NAR Conference & Expo.
National Title Services Kathy
Bush-Soulé (facing, right) led
the NAR effort assisted by
Stewart Title of California’s Terry
Thomason {(facing, left).
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Stewart's Marketing and
Communications supports local

sales efforts to increase market
share, generate profits and
expand Stewart's brand. Director
Ginny Abiassi (left) details sales
and marketing solutions to
Stewart Title of Kansas City’s
Mary LeAnn Bradshaw.

The Cabo del Sal golf resort
community stretches along two
miles of dramatic coastline at the
tip of Baja California Sur, Mexico.
Stewart Title Guaranty de Mexico
issues title palicies and its Houston
office provides escrow services for
the project’s residential properties

with its network of 6,400 issuing offices to provide expert title, closing and
underwriting services for national commercial and residential customers.
Developers, pension funds and REITs, real estate attorneys, asset managers,
Fortune 500 companies and corporate relocation companies depend on Stewart
to handle their most complex real estate transactions. From the Empire State
Building in New York to the Four Seasons Hotel in San Francisco, Stewart’s
dedicated professionals deliver custom solutions for every transaction. They
deliver magnificent customer service with responsiveness, cost effectiveness

and consistency.

StewART BRAND  While old fashioned values of financial strength and
integrity don’t go out of style - in fact, they’re more in style now than ever -
the way they’re expressed sometimes needs a good polishing. Individual
Stewart operations serving specific market segments had developed a plethora
of trademarks, logos, names and symbols to represent products and services.
There was no common visual element that tied the Stewart name across the
Stewart family for all the Stewart customers.

A comprehensive branding effort began in 2000 with a new logo: a clean,
lowercase “stewart” with an arrow below for the Stewart division, affiliate or
product. The “Sanctity of Contract” symbol was updated in late 2001 to be
used as the new Stewart icon with the logo. During 2002, new signage was
installed in every Stewart affiliate office. The StewartMarketing.com password-
protected Web site was launched to provide affiliates and independent 1ssuing
offices access to Stewart-branded promotional items, marketing materials,
and customizable ads and logos. In January 2003, the new Stewart.com
Web site debuted, with vertical portals (vortals) serving specific customer
segments, including homebuyers/ellers, title agencies, real estate agents, lenders,
commercial customers, attorneys, relocation customers, international customers
and investors. “We are sending a clear and consistent message with this
distinctive logo and icon, and creating a brand identity that will distinguish
Stewart from its competitors in the marketplace,” said Ginny Abiassi, senior
underwriter and director of Marketing and Communications.

14

STEWART INFORMATION SERVICES CORPORATION







Stewart's technology team
includes {left to right) Kelly
Hawkins, Stewart director of
Realty Technology and Mike
Davis, Stewart chief information
officer and president of Landata
Systems; (back) Gary Morris,

Stewart chief technology officer
and vice president, Landata
Systems Technical Services
division and Brian Davenport,
chief information officer,
Stewart Mortgage Information;
(right front) Julie Emshoff, vice
president, Landata Systems
Products division and Gregg
Humphries, Stewart director of
Agent Technology.

TECHNOLOGY ACCOMPLISHMENTS AND VISION In November 2002,

Stewart strengthened its executive technology management by elevating Mike
Davis to chief information officer (CIO). Davis had served as chief technology
officer (CTO) since July 2001, and also serves as president of Landata Systems,
Stewart’s technology and automation division. Gary Mortis, vice president of
Landata Systems Technical Services division, became the new CTO. Davis will
develop technology strategy for the entire Stewart organization, while Morris
will concentrate on the infrastructure aspects of implementing that strategy.

Stewart’s five-year technology plan looks to continue delivering world-class
IT solutions that enhance the real estate transaction process. The initiatives
that will allow Stewart to fulfill that vision include: full-service transaction
management using SureClose as the primary method of delivering products
and communication with all the parties in the transaction; a unified, Web-
based national real estate information portal for multiple customer types;
implementation of an enterprise customer relationship management (CRM)
solution; an integrated framework for electronic ordering and delivery of real
estate-related products and services; and increasing shareholder value by
growing revenue and cutting time and costs in operational processes.

16
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FORWARD-LOOKING STATEMENTS

All statements included in this report, other than statements of historical facts, addressing activities, events or developments that we expect or anticipate will or may occur in the
future, are forward-looking statements. Such forward-locking statements are subject to risks and uncertainties including, among other things, changes in mortgage interest rates,
employment levels, actions of competitors, changes in real estate markets, general economic conditions, legislation (primarily legislation related to title insurance) and other risks
and uncertainties discussed in our filings with the Securities and Exchange Commission.
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Serecred Fivancian Dara

(Ten year summary)

2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
In millions of dollars
Total 1EVENUES..ovvveceeereeceneeree e, 1,779.7 12716 9355 11,0713 9688 7089 6560 5346 6111 6836
Title segment:
Operating revenues..........eeeeeeeeeeessnnnne 1,6848 11,1875 8656 9937 8997 6573 6094 4960 5995 6729
Investment INCOME.....crrverreremrerrenene. 20.7 19.9 19.1 18.2 18.5 15.9 14.5 13.6 124 10.3
Investment gains (10SSes) .....ccccvvvervvvnnnee 3.0 0.4 0 03 0.2 0.4 0.1 1.0 08 04
Total FEVENUES ....cccovevvmmvmmmmveeccrrresmeeennenn 1,7086 12078 8847 1,0122 9184 6736 6240 5106 6111 683.6
Pretax €amings ......c.coveeemmereerecriveneeinins 145.1 75.3 5.8 43.6 732 292 225 10.8 13.8 376
REI segment: ®
REVENUES.......cvvvrveerccrmmnemmrmnccirmarnennes 71.1 63.8 50.8 590 504 353 320 240
Pretax earnings (10SSES) ......vuuuucererreennnne 8.8 53 4.7 3.0 3.1 (5.5 0.4 ©.1)
Title loss ProviSiOns.........ceeecemmevveceveenenssnnnn 759 515 390 442 392 298 338 296 402 586
% of title operating revenues............. 4.5 43 4.5 44 4.4 4.5 5.6 6.0 6.7 8.7
GOOdWILl €XPENSE ...vvccvvcrenermmmmmccccerrrrriinnens - 3.0 1.8 1.7 1.2 1.0 0.9 0.6 0.3 0.2
INEt CATTUNGS vevvvevvvveveveesemmmmsennsesccecssessenenns 94.5 48.7 06 284 470 153 144 70 9.7 237
Cash flow from operations............c....c..... 1626 1082 319 579 8.5 360 383 206 277 543
TOtal ASSELS vvvvvvvvevevrerrerrenrrnereresrsneseseseeeeeenee 8423 6779 5634 5357 4985 4177 3834 3514 3252 3139
Long-term debt........cccrenvverrrvrmrrecccereonnnnnns 7.4 70 154 6.0 89 114 7.9 73 25 30
Stockholders’ equity..........ermecccccrerennens 4936 3945 2951 2849 2604 2095 1910 1749 1564 1562
Per share data ®
Average shares - diluted (in millions)....... 17.8 16.3 15.0 14.6 142 138 135 127 125 124
Net earnings - basic .........vcvevevevrrrvecccecrenne 533 3.01 0.04 1.96 3.37 1.12 1.08 056 078 193
Net earnings - diluted......cc..wevmmmmvericereennn 5.30 298 0.04 195 332 11 107 055 077 190
Stockholders’ equity .......cecverererrvrvereecerreeen 2784 2216 1961 1939 1843 1517 1417 1368 1259 12.69
Market price:
High oo vvvecrnnnnenriseceneiissneeccsennnne 22,50 2225 2231 3138 3388 1463 1132 1125 1071 1017
LOW corrvrrcrennenssnsserssesessessasssessscesones 1585 1580 1225 1025 1425 9.38 9.82 757 719 6.25
Year end .o.vveerreenrerrsreesssnnsesssseessnenn 2138 1975 2219 1331 2900 1450 1038 1075 769 10.00

@ Prior to 1995, segment operations for real estate information services were not reported separately from title operations and were less significant.

@ Restated for a two-for-one stock split in May 1999 and a three-for-two stock split in April 1994, effected as stock dividends.
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MaNnaGeEMENT DIsCUSSION AND ANALYSIS

GeneraL. Our primary business s title insurance. We close
transactions and issue policies on homes and other real prop-
erty located 1n all 50 states, the District of Columbia and sev-
eral foreign countries through more than 6,400 issuing loca-
tions. Our direct operations include affiliated agencies while
agency operations include nonaffiliated agencies that have
underwriting contracts with us. We also sell electronically
delivered real estate services and information, as well as map-
ping products and geographic information systems, to domes-
tic and foreign governments and private entities.

Our business has two main segments: title insurance and
real estate information (REI). These segments are closely relat-
ed due to the nature of their operations and common cus-
tomers. The segments provide services throughout the United
States through a network of offices, including both direct
operations and agencies. Although we conduct operations in
several international markets, at current levels non-USA opera-
tions are generally immaterial with respect to our consolidated
financial results.

Generally, the principal factors that contribute to increases
in our operating revenues for our title and REI segments
include:

* declining mortgage interest rates, which usually increase

home sales and refinancing transactions;

* rising home prices;

* higher premium rates;

* increased market share;

* opening of new offices, acquisitions; and

* a higher ratio of commercial transactions that, although

relatively few in number, typically yield higher premiums.
These factors may override the seasonal nature of the title
business.

CRriTICAL ACCOUNTING POLICIES. We believe the account-
ing policies that are the most critical to our financial statements,
and that are subject to the most judgment, are those relating to
title loss reserves, premium revenue recognition and recoverabil-
ity of long-lived assets, such as goodwill and title plants.

Title loss reserves represent the aggregate future payments,
net of recoveries, that we expect to incur on policy and escrow
losses and in costs to settle claims. Future title loss payments
are difficult to estimate due to the complex nature of title
claims, the length of time over which claims are paid, the sig-
nificantly varying dollar amounts of individual claims and

other factors. Loss provision amounts are based on reported
claims, historical loss experience, title industry averages, the
current legal environment and the types of policies written.
The title loss reserves are continually reviewed and adjusted, as
appropriate. Independent actuaries review the adequacy of the
reserves on an annual basis.

Premium revenues on title insurance written by our direct
title operations are recognized as revenue at the time of the
closing of the related real estate transaction. Premium revenues
on title insurance policies written by agencies are recognized
primarily when policies are reported to us. Revenues are record-
ed on a total premium basis versus net to the underwriter. We
accrue for unreported policies where reasonable estimates can
be made based on historical reporting patterns of agencies, cur-
rent trends and known information about agencies.

We review the carrying values of title plants and other long-
lived assets if certain events occur that may indicate impair-
ment. Impairment is indicated when the projected undiscount-
ed cash flow over the estimated life of an asset is less than its
carrying value. If impairment is determined by management
and an independent valuation, the book amount is written
down to fair value by calculating the discounted value of pro-
jected cash flows. In accordance with SFAS No. 142 “Goodwill
and Other Intangible Assets”, goodwill for each reporting unit
is tested for impairment annually and goodwill determined to
be impaired is expensed to current operations.

RESULTS OF OPERATIONS

A comparison of the results of operations of the Company for
2002 with 2001 and 2001 with 2000 follows.

OPERATING ENVIRONMENT. According to published indus-
try data, interest rates for 30-year fixed rate mortgages, exclud-
ing points, for the year 2002 averaged 6.5% as compared to
7.0% 1n 2001. Comparable rates averaged 8.1% in 2000.

In 2000 interest rates were on an upward trend, with rates
reaching a peak of 8.5% in May. Rates then declined for seven
consecutive months. In 2001 rates held steady at close to 7% for
most of the year. In 2002 rates continued to hold steady at close
to 7% until April. Rates then declined through December 2002,
reaching a low of 5.9%.
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Operating in these mortgage interest rate environments, real
estate activity was strong in 2002 and 2001. Nationwide, refi-
nancing transactions remained strong in 2002. The ratio of
refinancings to total loan applications was 58.8% for 2002,
56.8% for 2001 and 21.3% for 2000. Refinancings usually have
lower title insurance premium rates than real property sales.
Existing home sales increased 5.0% in 2002 over 2001 and
2.8% in 2001 from 2000.

Trree REVENUES. Our revenues from title operations
increased 41.9% in 2002 over 2001 and 37.2% in 2001
from 2000.

Revenues from direct operations increased 31.2% in 2002
and 41.7% in 2001. The number of direct closings we handled
increased 31.8% in 2002 and 55.7% in 2001. The largest rev-
enue increases in both years were primarily in California,
Texas and Florida. Direct closings relate only to files closed by
our underwriters and subsidiaries and do not include closings
by agencies. The average revenue per closing decreased 0.8%
in 2002 and 9.3% in 2001 due to the higher ratio of refinanc-
ings in those years. In 2000 other revenues included $1.6 mil-
lion in losses in an equity investee startup operation.

Premium revenues from agencies increased 50.4% to $995.3
million in 2002 and 33.8% to $661.9 million in 2001 from
$494.6 million in 2000. The increases in 2002 and 2001 were
primarily due to the increases in both refinancings and prop-
erty sales. The largest revenue increases in both years were
primarily in California, Pennsylvania, New York, Virginia
and Texas.

TITLE REVENUES BY STATE. The approximate amounts and
percentages of consolidated title operating revenues for the
last three years were:

Amounts ($ millions) Percentages
2002 2001 2000 2002 2001 2000
California...c.coooonne.. 305 194 111 18 16 13
Texas....onnceirnnncnens 234 190 176 14 16 20
Florida.....cooneeverrmmnnnce 119 88 60 7 7 7
New York..ooocoosseunen. 109 78 67 6 7 8
All others.....ourvvverne. 918 638 452 55 54 52

1,685 1,188 866 100 100 100

REI reveENUEs. Real estate information revenues were
$71.1 million in 2002, $63.8 million in 2001 and $50.8 mil-
lion in 2000. The increases in 2002 and 2001 resulted primarily
from providing an increased number of post-closing services,
flood determinations and electronic mortgage documents
resulting from the large volume of real estate transactions.

INvESTMENTS. Investment income increased 3.9% in 2002
and 4.3% in 2001 primarily because of increases in average
balances invested, partially offset by lower yields. Certain
investment gains in 2002, 2001 and 2000 were realized as part
of the ongoing management of the investment portfolio for
the purpose of improving performance. We realized a gain on
the sale of investment real estate in 2002, but it was offset by
a comparable after-tax loss of $1.2 million on the sale of
WorldCom bonds. We also recorded gains in late 2002 when
we sold certain investments primarily to maximize tax bene-
fits and manage portfolio duration.

AgGENCY RETENTION. The amounts retained by agencies, as
a percentage of revenues from agency operations, were 81.9%,
81.5% and 81.2% in the years 2002, 2001 and 2000, respec-
tively. Amounts retained by title agencies are based on con-
tracts between agencies and our title underwriters. The per-
centage that amounts retained by agencies bears to agency
revenues may vary from year to year because of the geographi-
cal mix of agency operations and the volume of title revenues.

SELECTED COST RATIOS (BY SEGMENT). The following
table shows employee costs and other operating expenses as a
percentage of related title and real estate information operat-
ing revenues for the last three years.

Employee costs (%) Other operating (%)
2002 2001 2000 2002 2001 2000
Title oo 285 276 297 3.8 156 182
REL....oomrrrerrrenns 570 59.6 694 268 261 300

These two categories of expenses are discussed below in terms
of year-to-year monetary increases.

EmpLovER cosTs. Employee costs for the combined busi-
ness segments increased 24.0% in 2002 and 25.1% in 2001.
The number of persons we employed at December 31, 2002,
2001 and 2000 was approximately 7,800, 6,900 and 5,600,
respectively. The increase in staff in 2002 and 2001 was pri-
marily due to increased title and REI volume and acquisitions
of new offices.
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In our REI segment, employee costs increased in 2002 and
2001 primarily due to a shift in focus to provide more post-
closing services to lenders. These services are considerably
more labor intensive than other REI services.

OTHER OPERATING EXPENSES. Other operating expenses
for the combined business segments increased 24.0% in 2002
and 16.9% in 2001. The increase in other operating expenses
for the combined business segments in 2002 was in search
fees, premium taxes, new offices and business promotion. In
2001 the overall increase was in new offices, search fees, pre-
mium taxes and rent.

Other operating expenses also include rent, telephone, sup-
plies, title plant expenses, travel and auto. Most of these oper-
ating expenses follow, to varying degrees, the changes in trans-
action volume and revenues.

Our employee costs and certain other operating costs are
sensitive to inflation. To the extent inflation causes increases
in the prices of homes and other real estate, premium rev-
enues are also increased. Premiums are determined in part by
the insured values of the transactions we handle.

TiTeE Losses. Provisions for title losses, as a percentage of
title operating revenues, were 4.5%, 4.3% and 4.5% in 2002,
2001 and 2000, respectively. The continued improvement in
industry trends in claims and increases in refinancing transac-
tions, which generally result in lower loss exposure, have led to
lower loss ratios.

IncomEe TaxEs. The provisions for federal, state and
foreign income taxes represented effective tax rates of 38.6%,
39.6% and 47.1% in 2002, 2001 and 2000, respectively. The
2000 effective rate was higher primarily due to state income
taxes, which were proportionately higher in relation to
taxable income.

LiQUIDITY AND CAPITAL RESOURCES. [n 2001 and 2000
we financed a portion of the purchase price of certain acquisi-
tions through the issuance of $3.2 million and $4.9 million,
respectively, of our Common Stock. Acquisitions during 2002,
2001 and 2000 resulted in additions to our goodwill of $11.7
million, $19.3 million and $7.5 million, respectively.

We filed a registration statement with the Securities and
Exchange Commission and in August 2001 issued 2.5 million
shares of Common Stock at $19 per share, resulting in net pro-
ceeds of $44.5 million.

Cash provided by operations was $162.6 million, $108.2
million and $31.9 million in 2002, 2001 and 2000, respective-
ly. Cash flow from operations has been the primary source of
financing for additions to property and equipment, expanding
operations and other requirements. This source may be sup-
plemented by bank borrowings. We do not have any material
source of liquidity or financing that involves off-balance sheet
arrangements.

A substantial majority of consolidated cash and investments is
held by Stewart Title Guaranty Company (Guaranty) and its sub-
sidiaries. Cash transfers between Guaranty and its subsidiaries
and the Company are subject to certain legal restrictions. See
Notes 2 and 3 to the consolidated financial statements.

Our liquidity, excluding Guaranty and its subsidiaries, is
comprised of cash and investments aggregating $10.9 million
and short-term liabilities of $1.6 million at December 31,
2002. We know of no commitments or uncertainties that are
likely to materially affect our ability to fund cash needs. See
Note 17 to the consolidated financial statements.

We consider our capital resources to be adequate. Our
capital resources are represented by a low debt-to-equity ratio,
in which long-term debt is $7.4 million and stockholders’
equity is $493.6 million at December 31, 2002. We are not
aware of any trends, either favorable or unfavorable, that
would materially affect notes payable or stockholders’ equity
and we do not expect any material changes to the cost of such
resources. However, significant acquisitions in the future
could materially affect the notes payable or stockholders’
equity balances.
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INDEPENDENT AUDITORS’ REPORT

To 74E STOCKHOLDERS AND BCARD OF DIRECTORS OF
STEWART INFORMATION SERVICES CORPORATION

We have audited the consolidated balance sheets of Stewart
Information Services Corporation and subsidiaries as of
December 31, 2002 and 2001 and the related consolidated
statements of earnings, retained earnings and comprehensive
earnings and cash flows for each of the years in the three-year
period ended December 31, 2002. These consolidated finan-
cial statements are the responsibility of the Company’s man-
agement. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing stan-
dards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial state-
ments are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts

Houston, Texas
February 14, 2003

and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of Stewart Information
Services Corporation and subsidiaries at December 31, 2002
and 2001, and the consolidated results of their operations and
their cash flows for each of the years in the three-year period
ended December 31, 2002 in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 7 to the consolidated financial
statements, the Company changed its method of accounting
for goodwill in 2002.

KPMG LLP
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CONSOLIDATED STATEMENTS OF EARNINGS, RETAINED EARNINGS AND COMPREHENSIVE EARNINGS

Years ended December 31 2002 2001 2000
($000 Omitted)
Revenues
Title insurance:
DIIECE OPEIALIONS ..euvvrvrairereirerireisienieetine st s s ssesses bbb snie st 689,588 525,543 370,992
AGENCY OPEIALIONS vvvverirsceruetsenineiectesieresises oot sess st seessessensses s sisnessesnes 995,283 661,943 494,614
Real estate InfOrmMAation SEIVICES .......voviivceiriveeiieeeeerseesnieeseseeseseesess s seesseneesee e ssssssaenas 71,119 63,321 50,749
INVESLMENT INCOITIE ...vovvieiverreieeeereitererest e esse et sers et ssae bt st seast s st st ssas s ensssesssses 20,694 19,922 19,107
[nvestment gaing = NEt ...covvcereeeeeneerenns OO 3,032 356 23
1,779,716 1,271,585 935,485
Expenses
Amounts retained DY aZeNCIES .......comemrirrrirmeririerneriseeineerisee s ssesse e ssesesenns 814,651 539,369 401,761
EMPLOYEE COSES ..vvvrrrmrivriieierieniiitseesecssnses sttt 453,304 365,562 292,276
Other OPErating EXPEINSES ..vuecverereerieriirmrreecrieressieesmmcreesesemeerissssssessesstsessssssesssenen 250,933 202,342 173,038
Title losses and related Claims .oveiveceeieciie et sss s ses et 75,920 51,454 38,999
DEPTECLAION citurrieririrruerseceressrnssessnessesessssssssmssasstssssensssassssssssssesssmssssssssasssnssssssasssensins 21,383 19,637 19,144
GOOAWIL oottt r s es bbbt bsntentes - 3,011 1,807
IIEETESE oviviiviremsieircie ettt es bbbt bbb e ba s et sna s st b b se e r bt sttt 725 2,216 2,266
MINOTILY INEETESES .vvvrreererecerereerissressssserisesssesssssers et sss s sst s s s st b ses s ssrsnns 8,940 7414 5,048
1,625,856 1,191,005 934,339
Earnings DefOre taXES .......coiveuueiiomiisiinsiesissieies s st sss st s 153,860 80,580 1,146
TNICOMIE LAXES .ttt ettt sttt beea e tas st st nr s ssstanere st ebsestesnes st sreesraton 59,380 31,894 540
INEE BAIIUNEGS ...coovvvvereiieiirerer e b et bbb 94,480 48,686 606
Retained earnings at beginning of YEar ... siensesessnscens 258,746 210,060 209,454
Retained earnings at end of YEar ..o ees 353,226 258,746 210,060
Average number of shares outstanding - assuming dilution (000 omitted) ......c.ccoeeereve. 17,826 16,348 14,980
Earnings per Share = Basic ...umeumeeuieneinnicnenicnne s sessnssssssesssssecssssessens 5.33 3.01 04
Earnings per share — diluted ... 5.30 2.98 .04
Comprehensive earnings:
INEE BAIMUIIES c.vovreverreriisensscrierietse b res bbb sttt 94,480 48,686 606
Changes in other comprehensive earnings, net of taxes
of $2,797, $1,158 and $2,985 .or.oveeeeieere et 5,195 2,151 5,528
Comprehensive €arMINgGs .............coovoriruerierneirecrineiieriioneesersiss s iesssreseonsesenes 99,675 50,837 6,134

See notes to consolidated financial statements.
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CoONSOLIDATED BALANCE SHERTS

December 31 2002 2001
($000 Omitted)
Assets
Cash and Cash EQUIVAIENLS ....c.cvieiirrrercies s esse et en e st et 139,156 60,706
SROTE-LEIIN INVESHITIENIES ..evoveeeeiert et eis ettt s see st eas st ses st sst bt se s s st r s s e s ensnse s esssbessebessessennens 50,673 56,267
Investments in debt and equity securities, at market:
StAtULOTY TESETVE TUNAS ..vvcvvuivsreiiereiessi et sst s ss s snss s bbb bbbt 306,501 239,084
O T3 T= OO T OO RSO OO OOUOTOPT 69,260 86,046
375,761 325,130
Receivables:
INOLES cuvtitiititeectrice ettt e st seba b s b e st en s bbb s s R s et st e bt A b s eeae b st be e n et man et be s At ent e 5,817 8,923
PrEemitims frOM QZEICIES ......veurierirerreereereriseesesseses e niseaeesss et resssssesss s ntsss s s sseseassssssecsaans 33,348 17,738
ORET ettt sttt b et e e r Rt ane b s n et setne 35,184 30,039
Less allowance for uncollectible AMOURLS ... sesessans {5,308) (4,664)
69,841 52,036
Property and equipment, at cost:
LA oottt st a e ba st bbb 5,566 2,402
BUIIINGS c1vvovvivseevereiii ettt s 8,913 7823
Furniture and eQUIPIMENT .....cvvvieerenicrecinii e iessess e ases s s sesseessentnsinnes 169,483 146,108
Less accumulated depreciation and amortization ........coe.cvvevvivsensisissienssissssrsssssnsissssssesssssessonses (123,099) (107,561)
60,863 48,772
Title PLANES, At COSE vvuuriurriuiricririiec ettt er ettt et e 40,036 37715
Real estate, at lower of cost or net realizable ValUe ... e 2,598 4,126
Investments in investees, ON an EQUILY DASIS .o..vvririrreerrerreeiermnricreeeresrnise e seesesscnsenens 10,674 12,158
Goodwill, less accumulated amortization 0f $13,479 ...t 66,885 52,971
DeferTed INCOMIE LAXES ..ervereevivieriiteeee e et sisses s s ss ettt ness s s bt sesees st s e s b s ene s s st s sa s s stseaos - 4,288
OLHET ASSELS .rveverevrerireseeerereessersster e resseests st seaneeeeeressensoe st s aoeseseneresses st sanneansensess s e tssereesenoessssasesrasaenne 26,586 23,694
842,273 677,863
Liabilities
Notes payable, including $7,354 and $6,966 long-term POrton ........cecerncceineirinereereoneriennnns 14,195 13,794
Accounts payable and accrued Habilities ...t 82,248 57,752
EStIMAtEA e LOSSES 1vreervevreeeeetirsisee e et s estst s et seee e sessebstseaensesesseeresstessesseansensesessaestsseseasennonassessesstanns 230,058 202,544
DEferred INCOME LAXES ovveveeveeeieeeieereeeereeeeeseeeeseaeseseeressesseeseseasesesesseseessesesseesesessessesessesaeressnessssaerecssens 11,284 -
IMINOTIEY INEEIESES +.vuoveriecrmncmnerieieeisemeemisetestiseisse sttt st et 10,896 9,233
Contingent liabilities and commitments
Stockholders’ equity
Common - $1 par, authorized 30,000,000, issued and outstanding
16,681,212 and 16,751,240 1uvovvoieeeeeisiei et oss sttt ese e e ess sttt st oneense s saos s en s e esensensisnnns 17,067 16,868
Class B Common - $1 par, authorized 1,500,000, issued and outstanding 1,050,012 .....ccc..occrrurrerennn.. 1,05¢ 1,050
Additional paid-in CAPILAl .....cocvverrierceirccri ettt 116,870 115,239
REtaINEd CAMNINGS ...uvvvvivvenrirerieeeieseeiis i sissasests st sss st ses sttt bbbt 353,226 258,746
Accumulated other comprehensive earnings:
Unrealized INVEStMENT GAINS «.ceuuvveumeveeeeriercerieaeineeeeseestseastenesssssessssesessasssssessssss st ssssssssssssssennens 9,039 3,843
Foreign Currency translations ........occuevvevereieeeienssiesissise st sss s sssss st sss st saessreseens 305 306
Treasury stock - 325,669 and 116,900 Common Shares, at COSt ...eevrmervrmrinmrinnereerereenmrinensnensersnnees {3,905) (1,512)
Total stockholders’ equity ($27.84 and $22.16 per ShAre) ......cocvcereeeererrivnnsercssreenssissessissencesnons 493,592 394,540
842,273 677,863

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS oF CASH FLOWS

Years ended December 31 2002 2001 2000
(8000 Omitted)
Cash provided by operating activities (NOE) ...oo.ovvverrinscerercnscierisssssscisensessssennes 162,551 108,186 31,913
Investing activities: ’
Purchases of property and equipment, title plants and real estate - net......ccoovvrreereenne. (30,165) (23,452) (19,191)
Proceeds from investments matured and sold ....co.uoviiveecienrenree e 163,737 70,074 87,325
PUrchases Of INVESLIMENTS ......vvermervimnrsrsneesieecssessiaesssnesssseesssssessmessssnsessssesessessssnesesos - (197,748) (135,579) (80,550)
Increases in NOtES FECEIVADIE ..vuuvuiiiiriiirissieee et (3,198) (3,208) (10,535)
Collections On NIOtES TECEIVADBLE ...ovvveeeeeceriee ettt ereeseees e eser e 6,305 11,531 1,733
Cash paid fOr eqUILY INVESLEES ...cvvvuuervverrrcrrerisrniieerinrssescesisessssesssssesessssssssssissnesons - - (6,863)
Cash paid for acquisitions of subsidiaries - net (see below) .....vovriererrvrrrccinnrcnrarionn. (12,502) (13,016) (9,475)
Cash used by InVESHNG ACHVIHES ....vvucvuverererrnerierisersienerseesssses s ssessesssenseneseesssesssenses (73,571) (93,650) (37,556)
Financing activities:
Purchases Of tTEASUTY SEOCK ..uvvvvrverimririiiesiesesiiensnesss s sscsse s ssssnssssssssssssssessansssnes - - (1,512)
Distributions t0 MINOTILY INTETESES .uuuruvesierureercenrrmnrrmrsseseseeseniesrsssassssessesssssessnasnssaes (7,713} (5,926) (4,314)
Proceeds from exercise of StOCK OPHONS wvvvvecrercevmmvinrirercoserie e ssesssnens 467 337 19
Proceeds from stock offering = Net ..o - 44,509 -
Proceeds from notes payable ... e 4,259 6,597 16,856
Payments 0N NOteS PAYADLE ......vcvuriieciirecrse e e (7,543) (35,852) (5,829)
Cash (used) provided by financing activities ........cooinrceonnricnnennsinneenecseseiessiesenns (10,530) 9,665 4,720
Increase (decrease) in cash and cash equivalents ..., 78,450 24,201 (923)
Note: Reconciliation of net earnings to the above amounts
INEL CAMNINGS 1vcevvvrerrrerirreeeesecesecerererecssnesssssse e st sessssat et se et e s s s 94,480 48,686 606
Add (deduct):
Depreciation and amOTHZALION ........ccrrrvvermessnsseessissessssssssessss s sssssssssssssesesssenssscsseone 21,383 22,648 20,951
Provisions for title [osses in €XCess Of PAYMENLS .uvvvveerrreeveeerereerrenssesessesescereesesicseassnerenns 27,306 11,483 6,511
(Increase) decrease In reCeIVAbIES = NET ..o..vivvrerieceniiisisniasires e sassss e reesrserenesanenes (18,785) (1,660) 576
Increase {decrease) in payables and accrued liabilities — Nt «c.ccvoereinirrcrinncercromneennnecnnenne 21,878 18,450 (3,138)
MIDNOTIY INTEIESE EXPEIISE rvvereererncersseeeessreerseerssonismcsissnismisesiasmssstsserssnesmismesssssesestessissossisnnns 8,940 7,414 5,048
Net (earnings) [0sses frOm EQUILY INVESLEES.....c..ceverermvimriviucresrerieseresssnesesresserisnessesesssssnons (3,420 (1,345) 596
Dividends received from eqQUILY INVESIEES .....cc..evvrreeierirerieermierecisesessse s sessessssecsesns 2,892 2,275 1,132
Provisions for deferred INCOME LAXES vviriimenrenesmsrsisss e ssvessesssosssssessessniie 12,775 1,897 2,041
O T SO (4,898) (1,662) (2,410)
Cash provided by Operating aCtivities .........mmmssieresmmsssssssssissssmssssssssssssseesss 162,551 108,186 31,913

Supplemental information:

Net assets acquired {purchase method):

GOOAWIL et ert s ettt b et ses s sen bbbt sees s e e s es s anesanns 11,739 19,312 7,528

THELE PIANES oot 537 5,056 5,239

ORET vttt s ettt s sttt bbbt bttt et bbb 4,580 4,830 3,645
Liabilities asSUmMEd .....cooveiveriieciiecieec ettt bbb {6,574) (12,962) (2,000
Common SEOCK ISSUEH ...v.vvvvveeeerieriii e b - (3,220 (4,937)
Treasury SOk aCQUITEd .......cconvvvmreriimnres s s 2,220 - -
Cash paid for acquisitions of sUDSIAIATIES = DE ...cvveirevermeccrir et sssssesseeesns 12,502 13,016 9,475
INCOME TAXES PAI covveerreeaececeeerccremrrsnrnseceeecesesessceseecseecsasnesesessssessessanssssssssseersseesssecsanscsasessas 23,645 14,615 528
TINEEIESE PAIA crvoreeerccrnerrinieerereeenrecerreese e eecessemmrers o ness s s s e set st seeesscsssenmencissnenscecen 730 1,649 1,687

See notes to consolidated financial statements,
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NgTEs 70 CONSQLIDATED FINANCIAL STATEMENTS
{Three years ended December 31, 2002)

Norte 1

GeNERAL. Stewart Information Services Corporation,
through its subsidiaries (collectively, the Company), is
primarily engaged in the title insurance business. The
Company also provides real estate information services. The
Company operates through a network of direct and agency
offices throughout the United States. Approximately 32
percent of consolidated title revenues are generated in
California and Texas. The operations in the international
markets in which the Company does business are insignificant
to consolidated results.

A. MANAGEMENT RESPONSIBILITY. The accompanying
financial statements were prepared by management, which is
responsible for their integrity and objectivity. The statements
have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP),
including management’s best judgments and estimates. Actual
results could differ from estimates.

B. NEW SIGNIFICANT ACCOUNTING PRONOUNCEMENTS.
The Company adopted SFAS No. 142 “Goodwill and Other
Intangible Assets” effective January 1, 2002, as required, and
no longer amortizes goodwill. Instead, goodwill and other
intangibles are reviewed no less than annually and amounts
determined to be impaired will be expensed to current opera-
tions. The effect on the Company’s results of operations is
described in Note 7.

In accordance with SFAS No. 141 “Business Combi-
nations”, the Company has used the purchase method of
accounting for business combinations occurring after June 30,
2001. The effect on the Company’s consolidated financial
position or results of operations was immaterial.

The Company adopted the stock-based compensation disclo-
sure requirements of SFAS No. 148. See Note 1S. The impact
on the Company’s financial position or results of operations
for the change in the fair value method of accounting for stock-
based compensation, if adopted, is expected to be immaterial.

The Company adopted the disclosure requirements for guar-
antees required by FASB Interpretation No. 45 effective “
December 31, 2002. The Company will adopt the initial recog-
nition and measurement provision of the non-contingent

aspects of guarantees issued or modified after December 31,
2002 and currently anticipates no significant effect on the
Company’s consolidated financial position or results of opera-
tions.

The Company will adopt the requirements of consolidation
of variable interest entities created or obtained after January
31, 2003 and related disclosures required by FASB
Interpretation No. 46, effective June 15, 2003. The effect on
the Company’s consolidated financial position or results of
operations is expected to be immaterial.

C. Recrassiricarions. Certain prior year amounts in the
consolidated financial statements have been reclassified for
comparative purposes. Net earnings, as previously reported,
were not affected.

D. Consoripation. The consolidated financial state-
ments include all subsidiaries in which the Company owns
more than 50% voting rights in electing directors.
Unconsolidated investees, owned 20% through 50%, and over
which the Company exercises significant influence, are
accounted for by the equity method. All significant intercom-
pany accounts and transactions are eliminated and provisions
are made for minority interests.

E. STATUTORY ACCOUNTING. Stewart Title Guaranty
Company (Guaranty) and other title insurance underwriters
owned by the Company prepare financial statements in accor-
dance with statutory accounting practices prescribed or per-
mitted by regulatory authorities.

In restating to GAAP, the statutory premium reserve and
the reserve for reported title losses are eliminated and, in sub-
stitution, amounts are established for estimated title losses
(see Note 1G). The net effect, after providing for certain
deferred income taxes, 1s included in consolidated retained
earnings.

F. Revenue ReEcoGNITION. Operating revenues from direct
title operations are considered earned at the time of the clos-
ing of the related real estate transaction. Premium revenues
on title insurance policies written by agencies are recognized
primarily when policies are reported to the Company. The
Company accrues for unreported policies where reasonable
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estimates can be made based on historical reporting patterns

of agencies, current trends and known information about
agencies.

Revenues from real estate information services are consid-
ered earned at the time the service is performed or the work
product 1s delivered to the customer.

G. TiTLE LOSSES AND RELATED CLAIMS. Estimating
future title loss payments is difficult because of the complex
nature of title claims, the length of time over which claims are
paid, the significantly varying dollar amounts of individual
claims and other factors.

The Company’s liability for estimated title losses comprises
both known claims and other losses expected to be reported
in the future. The amount of the reserves represents the aggre-
gate future payments, net of recoveries, that the Company
expects to incur on policy and escrow losses and in costs to
settle claims. Provisions are charged to income in the same
year the related premium revenues are recognized. The
amounts provided are based on reported claims, historical loss
experience, title industry averages, current legal environment
and types of policies written.

Amounts shown as the Company’s estimated liability for
future loss payments are continually reviewed for reasonable-
ness and adjusted as appropriate. Independent actuaries also
review the adequacy of the liability amounts on an annual
basis. In accordance with industry practice, the amounts have
not been discounted to their present values.

H. Casn sQuivaLenTs. Cash equivalents are highly liquid
investments that are convertible to cash or mature on a daily
basis as part of the Company’s management of day-to-day
operating cash.

I. SHORT-TERM INVESTMENTS. Short-term investments
comprise time deposits with banks and savings and loan asso-
ciations, federal government obligations, money market

accounts and other investments maturing in less than one year.

J. InveEsTMENTS. The Company has classified its invest-
ment portfolio as available-for-sale. Realized gains and losses
on sales of investments are determined using the specific
identification method. Net unrealized gains and losses on

securities, net of applicable deferred taxes, are included in
stockholders’ equity. Any other than temporary declines in
fair values of securities are charged to earnings.

K. PROPERTY AND EQUIPMENT. Depreciation is computed
principally using the straight-line method at the following
rates: buildings - 30 to 40 years and furniture and equipment -
3 to 10 years. Maintenance and repairs are expensed as
incurred while improvements are capitalized. Gains and losses
are recognized at disposal.

L. Tiree pLaNTS. Title plants include compilations of a
county’s official land records, prior examination files, copies
of prior title policies, maps and related materials that are geo-
graphically indexed to a specific property. The costs of acquir-
ing existing title plants and creating new ones, prior to the
time such plants are placed in operation, are capitalized. Such
costs are not amortized because there is no indication of any
loss of value. The costs of maintaining and operating title
plants are expensed as incurred. Gains and losses on sales of
copies of title plants or interests in title plants are recognized
at the time of sale.

M. GoobwirL. Goodwill is the excess of the purchase
price over the fair value of net assets acquired. Prior to
January 1, 2002 goodwill was amortized using the straight-line
method by charges to earnings generally over 20 to 40 years.
Effective January 1, 2002, goodwill is not amortized but is
reviewed no less than annually and, if determined to be
impaired, is expensed to current operations. Goodwill impair-
ment charges were $703,000 in 2001. There were no such
charges in 2002 and 2000. See Note 1B.

N. OTHER ACQUIRED INTANGIBLES. The Company does
not have any significant acquired intangible assets, other than
title plants and goodwill.

O. LongG-L1veD 4sseTs. The Company reviews the carry-
ing values of goodwill, title plants and other long-lived assets
if certain events occur that may indicate impairment.
Goodwill is reviewed no less than annually. Impairment of all
other long-lived assets is indicated when projected undis-
counted cash flows over the estimated lives of the assets are
less than carrying values. If impairment is determined by
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management, the book amounts are written down to fair val-

ues by calculating the discounted values of projected cash
flows. See Note 1B.

P. Fair vaLUBS. The fair values of financial instruments,
including cash and cash equivalents, short-term investments,
notes receivable, notes payable and accounts payable, are
determined by reference to various market data and other val-
uation techniques, as appropriate. The fair values of these
financial instruments approximate their carrying values.
Investments in debt and equity securities are carried at their
fair values.

Q. DErivaTivEs AND HEDGING. The Company does not
invest in hedging or derivative instruments. Accordingly,
SFAS No. 133 “Accounting for Derivative Instruments and
Hedging Activities”, which was effective January 1, 2001 for
the Company, had no impact on the consolidated financial
statements.

R. Incowmz TaxEs. Deferred tax assets and liabilities are rec-
ognized for future tax consequences attributable to differ-
ences between the tax bases and the book carrying values for
certain assets and liabilities. Valuation allowances are provided
as may be appropriate. Enacted tax rates are used in calculat-

Ing amounts.

§. Stock-BasED coMPENSATION. The Company has two
fixed stock-based employee compensation plans. The
Company accounts for the plans under the intrinsic value
method. Accordingly, no stock-based employee compensation
cost is reflected in net earnings, as all options granted under
the plans had an exercise price equal to the market value of
the underlying Common Stock on the date of grant. See

Note 13.

The Company applies APB No. 25 and related
Interpretations in accounting for its plans. Under SFAS No.
123, compensation cost would be recognized for the fair
value of the employees’ purchase rights, which is estimated
using the Black-Scholes model. The Company assumed a divi-
dend vyield of 0%, an expected life of five to ten years for each
option, expected volatility of 38.0% to 41.6% and a risk-free
interest rate of 4.8% to 6.0% for the three years ended
December 31, 2002.

Had compensation cost for the Company’s plans been
determined consistent with SFAS No. 123, the Company’s
net earnings and earnings per share would have been reduced
to the pro forma amounts indicated below:

2002 200t 2000

(000 Omitted)
Net earnings:
AS 1ePOTtEd ovccenreceneccnmecsssesmrienecnninene 94,480 48,686 606
Stock-based employee
compensation determined
under fair value method .......ccooocvvvvennen. (618)  (630) (420)
Pro forma s mvcnnne 93,864 48,056 186
Eamings per share:
Net earnings — basic ....ou.vevvereermmonmecrreennes 533 3.0t .04
Pro forma = Dasic coovmvcrmmmmsrerinsecesissssies 529 297 01
Net earnings — diluted ........ormeccrmrreneccenene 530 298 .04
Pro forma ~ diluted .......coormeeermecerrecererenns 527 294 01

NorE 2

RESTRICTIONS ON CASH AND INVESTMENTS. Statutory
reserve funds are maintained to comply with legal require-
ments for statutory premium reserves and state deposits.
These funds are not available for any other purpose.

A substantial majority of consolidated investments and
cash at each year end was held by the Company’s title insurer
subsidiaries. Generally, the types of investments a title insurer
can make are subject to legal restrictions. Furthermore, the
transfer of funds by a title insurer to its parent or subsidiary
operations, as well as other related party transactions, are
restricted by law and generally require the approval of state
insurance authorities.

NoTE 3

DrviDEND RESTRICTIONS. Surplus as regards policyholders
for Guaranty was $309,342,000 and $243,079,000 at
December 31, 2002 and 2001, respectively. Statutory net
income for Guaranty was $21,816,000, $11,195,000 and
$5,289,000 in 2002, 2001 and 2000, respectively.

Substantially all of the consolidated retained earnings at
each year end was represented by Guaranty, which owns
directly or indirectly substantially all of the subsidiaries
included in the consolidation.

STEWART INFORMATION SERVICES CORPORATION



Guaranty cannot pay a dividend in excess of certain limits
without the approval of the Texas Insurance Commissioner.
The maximum dividend which can be paid without such
approval in 2003 is $61,868,000. Guaranty paid dividends of
$90,000, $1,390,000 and $90,000 in 2002, 2001 and 2000,

respectively.

Dividends from Guaranty are also voluntarily restricted pri-
marily to maintain statutory surplus and liquidity at competi-
tive levels. The ability of a title insurer to pay claims can sig-
nificantly affect the decision of lenders and other customers
when buying a policy from a particular insurer.

NortE 4

InvesTMENTS. The amortized costs and market values of
debt and equity securities at December 31 follow:

2002 2001
Amortized Market  Amortized Market
cost value cost value
(8000 Omitted)
Debt securities:
Municipal ..o 152,808 159,453 143,151 145,536

Corporate and utilities ...... 127,265 132,502 117,950 119,500
U.S. Government 38,741 39,798 38470 394818
Foreign ...oovvevrivernrnnnn. 33,008 34,748 7,767 7842
Mortgage-backed 1,324 1360 1,963 1,91
Equity secursties ........cmcret 8,709 7,900 9,917 10473
361,855 375,761 319,218 325,130

Gross unrealized gains and losses at December 31 were:

2002 2001
Gains  Losses Gains Losses
(5000 Omitted)
Debt securities:
Municipal c.ccovververmrnrrnn 6,797 152 3,057 672
Corporate and utilities ...... 6,472 1235 2,954 1,404
U.S. Government ... 1,057 - 1,366 18
Foreign v..ooermecnennsrnvenninne 1,742 2 9% 21
Mortgage-backed ......cvvevenen 36 - - 2
Equity securities .....ccoo.cowcreene 295 1,104 1,060 504

16,399 2,493 8,533 2,621

Debt securities at December 31, 2002 mature, according to
their contractual terms, as follows (actual maturities may dif-
fer because of call or prepayment rights):

Amortized  Market

cost value

(8000 Omitted)
In one year or 1ess ...ovvvvvennivvnienrecsersiessnssrismsns 28,696 28,999
After one year through five years ...........veeeceveeveen 119,370 124,324
After five years through ten years ........o.vveeceecvernenn 150,897 158,858
AFET tEN YEAIS .oonvvoerrevvverrsissesnsrnnssssssssesssseseenssserss 52,859 54,320
Mortgage-backed secunities .......ccoocronercrimersrenes 1,324 1,360

353,146 367861

The Company believes its investment portfolio is diversi-
fied and expects no material loss to result from the failure to
perform by issuers of the debt securities it holds. Investments
made by the Company are not collateralized. The mortgage-
backed securities are insured by U.S. Government agencies.

NOTE 5

INVESTMENT INCOME. Income from investments and real-
ized gains and losses for the three years follow:

2002 2001 2000

($000 Omitted)
Income:
Debt SECUItIEs vvvvivvvirvieerieesiieeiisesis 17,484 15614 13,770
Short-term 1nvestments,
cash equivalents and other .......cc.ccn. 3210 4308 57337

20,694 19,922 19,107

Realized gains and losses:

i 79669 1308 823
(4,934) (952)  (800)
3,032 356 23

O Includes gains on sales of real estate of $2,376,000.

The sales of securities resulted in proceeds of $118,106,000
in 2002, $41,694,000 in 2001 and $51,066,000 in 2000.

Expenses assignable to investment income were insignifi-
cant. There were no significant investments at December 31,
2002 that did not produce income during the year.
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NerTE 5

IncowmeE Taxes. Deferred income taxes at December 31,
2002 and 2001 were as follows:

2002 2001
(5000 Omitted)
Deferred tax assets:

Accruals not currently deductible ........ccoccrrricrnnn. 1,313 874
Net operating Joss carryforwards .........ccccoccrvenneces 213 483
Allowance for uncollectible amounts ...c.one.... %3 891
Book over tax depreciation ..........ooemeemmccrrineens 2314 3,526
Investments in Partnerships ..........coommvceeeessermnecens 1,222 905
Foreign tax credit carryforwards .......vovvecervecrneenenes 1,409 1,609
OhEr cvovereerrecnmrrereimssessssscessssiessesssesnesseses 1,711 1,804

9,145 10,092
Less valuation allowance ......ooecocoeceneomeeeesencennes (4,292)  (608)

7.853 9,484
Deferred tax liabilities:

Tax over book title loss rovisions .............euveeennees (13,051} (2411
Unrealized gains on investments ..........ceeeseessereees 4,867) (2,069)
OHIET oottt (1219)  (716)
(19,137) (5,19)

Net deferred INCOME tAXES uvrvrvvvcornseemnrersrreeesersnnnenns (11,284) 4,288

The Company has $1,207,000 and $202,000 foreign tax
credit carryforwards that expire in 2006 and 2007, respectively.
The valuation allowance relates to certain foreign tax credit
carryforwards, net operating loss carryforwards and other
deferred tax assets. Management believes it is more likely than
not that future earnings will be sufficient to permit the
Company to realize net deferred tax assets.

Deferred tax expense was $12,775,000, $2,012,000 and
$2,041,000 in 2002, 2001 and 2000, respectively.

The following reconciles federal income taxes computed at

the statutory rate with income taxes as reported.

2002 2001 2000

(3000 Omitted)

Expected income taxes at 35% .....ccoovernrccenne 53,851 28,203 401
State INCOME LAXES weuvvevieensreremserrereemrernnee 3,268 1,976 223
Foreign taxes - net of tax credits ...........coo.. 1,761 528 -
Tax effect of permanent differences:

TaX-eXEMPL INLETESE vovververereeneveveereeresmersnnnnns (2,009) (1,966) (1,909)

Meals and entertainment ........ccoeocovevinennns 1,140 1,079 742

GOOAWIlL vvvoereccevnriercsnecenrecemsnensssnnnnen - 933 457

Net (earnings) losses

from equity INVEStEES .....vveeermeeermuermennnne (1,197) (471) 208

MINOLLY INELESES w.cvrevcrrrrererrererrerereernnienes 1,200 997 546

Non-taxable Income .....ooeccevevccrrvecrmenneccene (1,303) (1,434) (1,044)

Other = Nt oivecereceneecennecenrsrsrrecrissesmmsenins 2,668 2,049 916
IDCOME tAXES vovvvrreverriierirenreee e ssenens 59,380 31,894 540
Effective income tax rates (%) wo.cceeveeeerneeerne 386 396 471
Norz 7

GoonwriLL. The carrying amounts of goodwill for the title
reporting unit were $56,916,000 and $45,704,000 at December
31, 2002 and 2001, respectively. The remaining goodwill was
attributable to the REI segment’s two reporting units. During
the three years ended December 31, 2002, goodwill was
increased by acquisitions. Goodwill was decreased primarily
by amortization in 2001 and 2000. In accordance with SFAS
No. 142, amortization of goodwill was stopped effective
January 1, 2002. There were no impairment write-offs of good-
will during the three years ended December 31, 2002 except for
$675,000 in 2001 in the REI segment and $28,000 in 2001 in
the title segment.

2002 2001 2000

(5000 Omitted,
except per share)
Net earnings:
AS 1epOTted ovvvvormerrncrerrccevneeersnsesssssssseenns 94,480 48,686 606
Excluding goodwill amortization ............. - 51,697 2413
Basic earnings per share:
AS TEPOMEd ovvvovrvverersenrevermveeresreerenicssrsenn 533 301 .04
Excluding goodwill amortization ............ - 319 s
Diluted earnings per share:
AS 1EPOTEd ovvevvrrcrercrercemcrmeeirivconnecsneecenes 536 298 .04
Excluding goodwill amortization ............. - 316 .16
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NoTE 8

NoTE 9

Equity invesTees. Certain summarized aggregated finan-
cia] information for investees follows:

2002 2001 2000

(8000 Omitted)
For the year:
ReVENUES oo, 47,723 51,318 37,757
Net €armnINGS covvvcervverveeermsnmecreseerseeermasmsinn 7,635 3,617 602
As of December 31:
Total ASSetS ...ovveeeervvreerersreece s, 18,255 25,475
Notes payable ..o veevremmreerercrnisesssinicnns 3,566 6,823
Stockholders’ equity .ooo.oovecernvernrrenreceneneen 12,423 15,457

Title premium revenues earned, less amounts retained by
agencies, from policies issued by equity investees were
$9,092,000, $7,705,000 and $4,969,000 in 2002, 2001 and
2000, respectively.

The amount of earnings (losses) from equity investees was
$3,420,000, $1,345,000 and ($596,000) in 2002, 2001 and 2000,
respectively. These amounts are included in title insurance -
direct operations in the consolidated financial statements.

Goodwill related to equity investees was not amortized for
the year ended December 31, 2002 in accordance with SFAS
No. 142. Goodwill related to equity investees was amortized
for the two years ended December 31, 2001 on a basis similar
to other goodwill. Equity investments will continue to be
reviewed for impairment. See Note 1B.

NOTES PAYABLE.

2002 2001
{8000 Omitted)

Banks - primarily unsecured and at LIBOR"
plus .75%, varying payments .........coeeeesrsessseesnns 9,759 7,620
Other than banks ..., 4,436 6,174

14,195 13,794
% 1.38% and 1.88% at December 31, 2002 and 2001, respectively.

The notes are due $6,841,000 in 2003, $2,124,000 in 2004,
$1,734,000 in 2005, $613,000 in 2006, $2,206,000 in 2007 and
$677,000 subsequent to 2007.

NoTE 10

ESTIMATED TITLE LOSSES. Provisions accrued, payments
made and liability balances for the three years follow:

2002 2001 2000

(5000 Ornitted)
Balances at January 1 .ccccooovvrerrccevccenisnon. 202,544 190,298 183,787
PrOVISIONS «oovvvovceee s ieensicessesnssinssnens 75,920 51,454 38,999
LN 311131 LU (48,441) (39,721) (32,338)
Reserve balances acquired ......vvvcencee. 35 763 -
Decreases in Salvage .......oovercrcerecernsin - (250)  (150)
Balances at December 31 .......crvvvvvcennnnnne 230,058 202,544 190,298

Provisions include amounts related to the current year of
approximately $75,626,000, $51,085,000 and $38,815,000 for
2002, 2001 and 2000, respectively. Payments related to the
current year, including escrow and other loss payments, were
approximately $10,688,000, $11,817,000 and $8,515,000 in
2002, 2001 and 2000, respectively.
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NoTE 11 NoTE 12

Comumon Stock anp Crass B CoMMON STOCK. CHANGES IN STCCKHOLDERS’ EQUITY.

Holders of Common and Class B Common Stock have the

same rights, except no cash dividends may be paid on Class B Co:lnx;lon Other
Common Stock. The two classes of stock vote separately when ClassB Additional comp-
electing directors and on any amendment to the Company’s Common  paidin ~rehensive Treasury

Stock  capital eamings  stock

certificate of incorporation that affects the two classes unequally.

A provision of the by-laws requires an affirmative vote of at (8000 Omitted)
least two-thirds of the directors to elect officers or to approve Balances at December 31, 1999 ... 14,696 64304 (3,530) -
any proposal that may come before the directors. This provi- ACQUISIIONS covvvvvvvennresssssiunsniens 430 4,507 - -
sion cannot be changed without a majority vote of each class Stock.bonuses and othef ......... Al 54 - -
of stock. Exercise of stock options ............ 1 18 - -
Holders of Class B Common Stock may, with no cumula- Tax b;neﬁt OfSt.OCk
. . . . options exercised ........ooonen. - 1 - -
tive voting rights, elect four directors if l,OSO,QOO or more Unrealized investment gains .... N ~ 5,148 _
shares of Class B Common Stock are outstanding; three direc- Realized loss reclassification ... _ - 39 _
tors if between 600,000 and 1,050,000 shares are outstanding; Foreign currency translations ..... - - 1) _
and none if less than 600,000 shares of Class B Common Common stock repurchases ...... - - - (1,512)
Stock are outstanding. Holders of Common Stock, with cumu- Balances at December 31, 2000 ... 15,168 69375 1,998 (1,512)
lative voting rights, elect the balance of the nine directors. Stock offering ..........oocovevvvrrsienn 2,500 42,009 - -
Class B Common Stock may, at any time, be converted by ACQUISIONS vvvvvvrreessesrrvcerrresssns 198 3,022 - -
its shareholders into Common Stock on a share-for-share Stock bonuses and other ... 25 4l - -
basis, but all of the holders of Class B Common Stock have Exercise of stock options .......... 27 310 - -
agreed among themselves not to convert their stock prior to Tax benefit of stock '
S options exercised .......coovvcens - 49 - -
January 2005. Such conversion is mandatory on any transfer L :
. Unrealized investment gains ..... - - 2,135 -
to a person not a lineal descendant (or spouse, trustee, etc. of Realized pain reclassificat _ ~ ~
o ealized gain reclassification ... (180)
such descendant) of William H. Stewart. Foreign currency translations .. _ 1% _
At December 31, 2002 and 2001, there were 145,820 shares Balances at December 31, 2001 .. 17918 115239 4,149 (1,512)
of Common Stock heid by a subsidiary of the Company. Stock bonuses and other ... 4 747 _ _
These shares are considered retired but may be issued from Bxercise of stock Options ....... 9%5 372 - _
time to time in lieu of new shares. Tax benefit of stock
Options eXercised ... - 312 - -
Unrealized investment gains ...... - - 7,205 -
Realized gain reclassification ..... - - (2,009 -
Foreign currency translations ..... - - (D -
Common stock repurchased ..... - - - (2,220
Common stock forfeited .......... - - - (173)

Balances at December 31, 2002... 18,057 116,870 9,344 (3,905)

In August 2001 the Company issued 2,500,000 shares of its
Common Stock in an offering at a price of $19 per share.
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NOTE 13

NoOTE 14

STock orTIONS. A summary of the status of the
Company’s fixed stock option plans for the three years follows:

Exercise
Shares  prices"
)

December 31, 1999 .o 392,400 12.81
GIANLE vt 86,100 13.00
EXEICISEU woovrevvvrrverermormmrrecssssemsieemscsesensecessssesscons (1,500) 13.00
23 (L AR (6,800) 13.57
December 31, 2000 ...ovovvvroscirecsriveseriesecsrnns 470,200 12.83
Granted ... esssssssisees 84,100 1937
EXEICISEd oovvvevvrrerrericonesinsescsnssseieessssnecessssssessnens 27,100y 12.43
FOIEIted .ot (11,000) 1881
December 31, 2001 .oivovsrcessrccnsrionsrnessaesissnisnes 516,200 13.79
L€ 10 s OO 86,100 19.02
EXErCISed oovmmnrrrivevivensirisssnnsessssssrsmms s ssissssesons (94,800)  4.98
FOMEITEd woovvvevreneeenricrennssreseesnserssssnesssssessassssesnne (2,800) 20.22
December 31, 2002 ..vvvireennvrrersirsmssssossssasinsenns 504,700 1631

® Weighted average

At December 31, 2002, 2001 and 2000 there were 504,700,
516,200 and 470,200 options, respectively, exercisable. The
weighted average fair values of options granted during the
years 2002, 2001 and 2000 were $11.01, $11.53 and $7.51,
respectively. See Note 18.

The following summarizes information about fixed stock
options outstanding and exercisable at December 31, 2002:

Range of exercise prices (3)
97510 1697to
13.00 20.22 Total

SHALES w.vrrmcnnrrenncccnn e e 180,100 324,600 504,700
Remaining contractual life - years ™ ............. 33 73 5.9
Exercise price (5) @ wooovvvemnrvererenssessssssenescnnnee 1106 1922 1631

 Weighted average

EARNINGS PER SHARE. The Company’s basic earnings per
share was calculated by dividing net earnings by the weighted
average number of shares of Common Stock and Class B
Common Stock outstanding during the reporting period.

To calculate diluted earnings per share, the number of
shares determined above was increased by assuming the
issuance of all dilutive shares during the same reporting
period. The treasury stock method was used in calculating
the additional number of shares. The only potentially
dilutive effect on earnings per share for the Company 1s
related to its stock option plans.

In calculating the effect of the options and determining
diluted earnings per share, the average number of shares used
in calculating basic earnings per share was increased by 90,000
in 2002, 153,000 in 2001 and 106,000 in 2000.

NoOTE 15

ReINSURANCE. As is the industry practice, the Company
cedes risks to other title insurance underwriters. However, the
Company remains liable if the reinsurer should fail to meet its
obligations. The Company also assumes risks from other
underwriters. Payments and recoveries on reinsured losses
were insignificant during the three years ended December 31,
2002. The total amount of premiums for assumed and ceded
risks was less than one percent of title revenues in each of the
last three years.
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NoTE 16

Leases. The Company’s expense for leased office space was
$40,663,000 in 2002, $37,181,000 in 2001 and $32,667,000 in
2000. These are noncancelable, operating leases expiring over
the next 14 years. The future minimum lease payments are
summarized as follows (stated in thousands of dollars):

173,253

NortEg 17

CONTINGENT LIABILITIES AND COMMITMENTS. The
Company is contingently liable for disbursements of escrow
funds held by agencies in certain cases where specific insured
closing guarantees have been issued.

The Company routinely holds funds in segregated escrow
accounts pending the closing of real estate transactions. These
accounts are not included in the consolidated balance sheets.
This resulted in a contingent liability to the Company of
approximately $1,053,614,000 at December 31, 2002.

The Company is a qualified intermediary in tax-deferred
property exchanges for customers pursuant to Section 1031 of
the Internal Revenue Code. The Company holds the proceeds
from transactions until a qualifying exchange can occur. This
resulted in a contingent liability to the Company of approxi-
mately $340,714,000 at December 31, 2002.

On December 31, 2002 the Company was contingently
liable for guarantees of indebtedness owed primarily to banks
and others by unconsolidated equity investees and other third
parties. The guarantees relate primarily to business expansion
and generally expire no later than December 15, 2006. The
maximum potential future payments on the guarantees
amounts to $2,679,000 for equity investees and $7,216,000 for
other third parties. Management believes that the collateral
available, primarily title plants and the guarantees of corpo-
rate stock, would enable the Company to recover the
amounts paid under the guarantees. The Company believes
no provision for losses is needed because no loss is expected
on these guarantees.

In the ordinary course of business the Company guarantees
the third party indebtedness of its consolidated subsidiaries.
On December 31, 2002 the maximum potential future pay-
ments on the guarantees is not more than the notes payable
recorded on the consolidated balance sheets.

In the normal conduct of its business, the Company is sub-
ject to lawsuits, regulatory investigations and other legal pro-
ceedings that may involve substantial amounts. Such matters
are not predictable with complete assurance. The Company
believes the probable resolution of such contingencies will
not materially affect the financial condition of the Company.
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SeemeNT iNrORMATION, The Company’s two reportable
segments are title and real estate information (REI). Both
segments serve each other and the real estate and mortgage
industries.

The title segment provides services needed in transferring
the title in a real estate transaction. These services include
searching, examining and closing the title to real property and
insuring the condition of the title.

The REI segment primarily provides services related to real
estate transactions through electronic delivery. These services
include title reports, flood determinations, property
appraisals, mortgage documents, property reports and tax ser-
vices. This segment also provides post-closing services to
lenders. In addition, the REI segment provides services related
to Section 1031 tax-deferred exchanges, mapping, and con-
struction and maintenance of title plants for county clerks, tax
assessors and title agencies.

Under the Company’s internal reporting system, most general
corporate expenses are incurred by and charged to the title seg-
ment. Technology costs are also charged to the title segment,
except for direct expenditures related to the REI segment. All
investment income 1s included in the title segment as it is
generated primarily from the investments of the title under-
writing operations.

Title REI Total
(8000 Omitted)
2002:
Revenues .. 1,708,597 71,119 1,779,716
Intersegment revenues ... 2,063 1,398 3,461
Depreciation and amortization ... 18,545 2,838 21,383
Pretax earnings .u...ceeeesemesssersseessissss 145,059 8,801 153,860
Identifiable assets .....oumrevnmneereeese 797,854 44419 842273
2001:
Revenues ..o 1,207,764 63,821 1,271,585
Intersegment revenues ................. 2,023 3,787 5,810
Depreciation and amortization ...... 18,389 4259 22,648
Pretax €amings .....e.ceveeennecermveosenern 75,294 5286 80,580
Identifiable assets 639,282 38,581 677,863
2000:
Revenues ...ccc.ovvvieerrivenneersennsiens 884,736 50,749 935,485
Intersegment revenues ................ 226 3,379 3,605
Depreciation and amortization ...... 16,710 4,241 20,951
Pretax earnings {l0sses) v...ecvrvveneee 5863  (4,717) 1,146
NortEe 19

QUARTERLY FINANCIAL INFORMATION (UNAUDITED).

Mar3l  June30  Sept30  Dec3l

{3000 Omitted, except per share)

Revenues:
2002 corrneninrcssssins 347974 407,128 473,345 551,269
2001 o 245714 315,660 340,154 370,057
Net earnings:
2002 .oooreveeersesnerecsrseesnanenes 11,344 17,711 21597 43,828
2001 oo 3,073 15438 13,003 17,172
Earnings per share - diluted:
7117 63 99 1.22 246
2001 oooververrrccnnrcenmeenrnennenes 20 1.00 78 96

Computations of per share amounts for quarters are made
independently. Therefore, the sum of per share amounts
above may not agree with per share amounts for the year as a
whole.
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STEwarT TiTLE GUARANTY COMPANY
STewarT TiTLE INsURANCE COMPANY

Principal Underwriters of Stewart Information Services Corporation

UncoNsOLIDATED STATUTORY BaLANCE SHEETS (UNAUDITED)

From statutory Annual Statements as filed

Stewart Title Stewart Title
December 31, 2002 Guaranty Company Insurance Company
($000 Omitted)
Admitted assets
BONAS .ottt st 299,045 34,320
Stocks - investments in affiliates ....c.cocoeveereerceieiieciece s 240,833 -
StOCKS = OLhET ot 7821 ~
Cash and shOTt-term INVEStMENLS .vvvvevvevvsverinreisiosrieeieeeseessisiessesssssesses 57,169 2,942
Title PLAntS ceooveemeerieiicriccnc ettt et 3,734 100
Title insurance premiums and fees receivable .........covirrerronniinncrneieinnnnns 26,495 1,115
ORET oottt bt 16,521 1,557
651,618 40,034
Liabilities, surplus and other funds
RESCIVE fOT tI]E 1OSSES .vverrerverernerreeeseresseneseeseesessesseeseeseessessesreseesesaensssenneos 42,812 9,072
Statutory PIEMIUM FESEIVE ..cceruireuerreresrereemierreseenseressesserssssssnsessessasnesnees 266,184 12,784
L0 1T RO O TR 33,280 2,717
342,276 24573
Surplus as regards policyholders (NOte) .....covvvevrreeriinriirmsrinieiesirsessssseneenns 309,342 15,461
651,618 40,034
Consolidated stockholder’s equity (unaudited), based on accounting
principles generally accepted in the United States of America (GAAP),
for Stewart Title Guaranty Company at December 31, 2002
(000 OMILEEA) wooovvverrrrreriiieiris e sttt sss st $444,390

Note: The amount shown above for stockholder’s equity exceeds policyholders surplus primarily because under GAAP the statutory premium reserve and reserve for
reported title losses are eliminated and estimated title loss reserves are substituted, net of applicable income taxes.

Unaudited - see accompanying independent auditors’ report.

StEwarT TiTLE GuaraNTy COMPANY

STaTuToRY POLICYHOLDERS SURPLUS GROWTH

(In $ millions) 309
300 L

28 consecutive
years of statutory
policyholders
surplus growth -
unmatched in
the title industry.

250 243 V —
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